Washington report, vol. 15 no.39, December 1, 1986 by American Institute of Certified Public Accountants.
University of Mississippi
eGrove
Newsletters American Institute of Certified Public Accountants(AICPA) Historical Collection
1-1-1986
Washington report, vol. 15 no.39, December 1,
1986
American Institute of Certified Public Accountants.
Follow this and additional works at: https://egrove.olemiss.edu/aicpa_news
Part of the Accounting Commons, and the Taxation Commons
This Article is brought to you for free and open access by the American Institute of Certified Public Accountants (AICPA) Historical Collection at
eGrove. It has been accepted for inclusion in Newsletters by an authorized administrator of eGrove. For more information, please contact
egrove@olemiss.edu.
Recommended Citation
American Institute of Certified Public Accountants., "Washington report, vol. 15 no.39, December 1, 1986" (1986). Newsletters. 1075.
https://egrove.olemiss.edu/aicpa_news/1075
AICPA Washington Report
Decembe r  1 , 1986, Volume XV, Issue 39
DOD Fraud, waste and abuse program req u irem en ts
proposed fo r  DOD c o n tr a c to r s ..................................................................p . 1
SEC Comm ission acts  on d isclosure g u id e lin es ,
loan loss accounting and shareholder
comm unications ru le s  f or  b a n k s .......................................................................p .  1
TREASURY IRA. and q u a lifie d  p lan  d is t r ib u t io n s ..........................................................p . 2
C ap ita l gains ta x  and Subchapter S
c o r p o ra tio n s .......................................................................................................p . 2
F in al ru le  on time f or determining 
re la tio n sh ip  o f  persons tra n sferrin g
depreciable p r o p e r ty ...................................................................................... p . 2
SPECIAL: American Tort Reform A ssociation  to
o f fe r  in d ivid u al memb e r s h ip s ......................................................................p . 3
The in fo rm a tio n  con ta ined in th is report has been prepared fro m  sources considered re liable, bu t its accuracy is no t guaranteed by us 
and is N OT necessarily a com plete  sum m ary o f all available m aterials on the sub ject. O pin ions expressed herein do no t necessarily re flect 
In s titu te  p o licy . R eproduction  o f these materials w ith o u t p r io r approval o f the A IC P A  is p ro h ib ite d .
1DEFENSE, DEPARM ENT OF
A requirement th a t defense contractors e sta b lish  fraud, abuse and waste awareness
programs fo r  th e ir  employees as a condition fo r  doing business w ith  the
Departm ent o f  D efense (DOD) was r e c e n t ly  proposed (see the 11/21/86 Fed. Reg.,
pp. 42113-14). This amendment to  DOD's Federal A cquisition  Regulation Supplement, 
i f  adopted, would re q u ire  th a t  DOD c o n tr a c ts  co n ta in  a c la u s e  re q u ir in g  
c o n tr a c to r s  to  im plem ent a frau d , w aste  and abuse program t a i lo r e d  fo r  th e 
p a r t ic u la r  firm  engaged in  th e  governm ent c o n tr a c t in g . The c o n tr a c to r  must 
in c lu d e  in  h i s  p rogram  em p lo y ee  o r i e n t a t i o n  t h a t  d e s c r ib e s  em p lo y ee  
r e s p o n s ib ilit ie s  fo r preventing and reporting fraud, waste and abuse. Included in  
th e  o r ie n ta t io n  m ust be in fo rm a tio n  con cern in g  f in e s  and p e n a lt ie s  fo r  f a ls e  
claim s and statem ents, c o llu s iv e  bids, bribery, unlawful g r a tu it ie s , m ail and w ire 
fraud. Employees must a lso  be informed th at they may not be discrim inated against 
fo r  d is c lo s in g  t o  Members o f  C ongress, DOD o r J u s t ic e  Department o f f i c i a l s  and 
v io la tio n s  o f  law re la tin g  to  defense contracts. Under ad d ition al elements o f  the 
program, the contractor must a) prominently d isp lay  posters providing inform ation 
co ncernin g government Inspector General "Hotline" procedures; b) inform employees 
o f  th e ir  re s p o n s ib ilit ie s  fo r  assuring accurate tim e charges and the in te g r ity  o f 
the con tractor's timekeeping system; and, c) undertake p eriod ic  d iscussions with 
employees o f th e ir  r e s p o n s ib ilit ie s  and l i a b i l i t i e s  fo r the prevention o f  fraud, 
w aste  and abuse. Exempted from  th e  req uirem en t would be DOD prim e c o n tr a c ts  
awarded u sin g  sm a ll purchase p roced u res o f  FAR P a rt 13 and su b co n tra cts  not 
exceeding $25,000. Comments are requested by 1/20/87. For ad d ition al inform ation 
contact Charles Lloyd a t  202/697-7266.
AND EXCHANGE COMMIS S ION
The SEC considered and unanimously approved action s re la te d  to  d isclosu re  gu idelin es,
loan lo s s  accounting, and shareholder communications ru le s  fo r  banks during an 
open meeting held  11/25/86. The Commission authorized p ub lication  o f  a f in a l ru le  
amending Industry Guide #3, " S t a t is t ic a l  D is c lo s u re  by Bank H olding Com panies," 
th a t would change the form o f  d isclosu re  fo r  outstanding loans, accrued in te re st, 
a ccep ta n ce s, in t e r e s t - b e a r in g  d e p o s its  or in v estm en ts to  b orrow ers in  fo r e ig n  
c o u n tr ie s  e x p e r ie n c in g  l i q u i d i t y  problem s. The amendments r e q u ire  uniform  
d isclosu re  in  tabu lar form o f  the balances o f  these outstandings, and inform ation 
describing p re- and p ost-restru ctu rin g  payment terms, as w e ll as an an alysis  o f  
changes in  aggregate outstandings to  the countries and amounts o f  in te re s t  both 
c o lle c te d  and recorded as income on the outstandings to  the countries. The ru le  
was f i r s t  proposed in  th e  8/8/86 Fed. Reg., pp. 28596-99 (see th e  8/11/86 Wash. 
Rpt. ). The Commission a ls o  agreed  to  is s u e  an in t e r p r e t iv e  r e le a s e  ad d ressin g  
accounting fo r  loan lo sses  by SEC re g istra n ts  engaged in  lending a c t iv i t ie s .  The 
re lease  provides guidance on the way in  which loan lo sses should be analyzed and 
reported, requirements on accounting fo r  repossessed c o lla te r a l,  and valuation  o f 
loan c o lla te r a l  th a t i s  su b stan tive ly  or form ally  repossessed. A th ird  actio n  by 
the Commission resu lted  in  the adoption and p ub lication  o f a f in a l ru le  changing 
the ways in  which issu ers o f  s e c u r it ie s  communicate w ith  the b e n e fic ia l owners o f 
securities registered in the name of commercial banks and under what conditions 
re g istra n ts  are no longer ob ligated  to  d e liv e r  annual reports or proxy statements 
to  se cu rity  holders. The proposed ru le  was published in  the 6/5/86 Fed. Reg., pp. 
20504-16 (see the 6/9/86 Wash. Rpt.). For furth er inform ation about the amendments 
to  In d u stry  Guide #3 or acco u n tin g  fo r  loan  lo s s e s  c o n ta c t  Wayne P e n tra c t a t  
202/272-2157; fo r  in fo rm a tio n  about sh a reh o ld er com m unications r u le s  c o n ta c t 
E lis s e  W alter a t 202/272-2579.
2TR EASURY, DEPARTMENT OF
C ertain  required d istr ib u tio n s  from Individual Retirement Accounts (IRAs) and
q u a lifie d  plans fo r  1985 and 1986 w i l l  not have to  be made u n ti l  12/31/87,
a cco rd in g  to  IRS N o tice  86-14. The n o t ic e  i s  sched uled  t o  be p u b lish e d  in
In te r n a l Revenue B u lle t in  No. 1986-48, d ated  12/1/86. The n o t ic e  p ro v id e s  
g u id a n c e  w it h  r e s p e c t  t o  minimum re q u ire d  b e fo re -d e a th  and a fte r - d e a th  
d is t r ib u t io n s  from q u a l i f i e d  p lan s and IRAs pursuan t t o  s e c t io n s  401(a)(9), 
408(a)(6) and 408(b)(3) o f  the Internal Revenue Code, as amended by section  521 o f 
the Tax Reform Act o f 1984. Notice 86-14 s ta te s , th a t "Because regulation s w i l l  
not be published in  s u ff ic ie n t  tim e to  provide guidance necessary to  enable plan 
adm inistrators and in d ivid u als to  make required minimum d istr ib u tio n s  fo r  1985 and 
1986 from  q u a l i f i e d  p la n s  and IRAs b y 12/31/86, t h i s  n o t ic e  fu r th e r  d e la y s  th e  
date by which minimum d istr ib u tio n s  fo r  1985 and 1986 must be made." Regulations 
on minimum d istr ib u tio n s  w i l l  be published by 3/1/87 and w i l l  provide s p e c if ic  
guidance fo r ca lcu la tin g  the amount o f  the minimum d istr ib u tio n s  required to  be 
made by 12/31/87 fo r  c a le n d a r  y e a rs  1985, 1986, and 1987, a cco rd in g  t o  th e  IRS 
notice. D istribu tion s from q u a lifie d  plans or IRAs made in  1985 or 1986 (except 
to  th e  e x te n t r o l le d  o v er t o  an oth er p la n  o r  IRA) w ith  r e s p e c t  t o  ta x p a y e rs  fo r  
whom minimum d istr ib u tio n s  are required fo r  such years w i l l  be cred ited  towards 
the minimum d istr ib u tio n s  required to  be made by 12/31/87, the IRS stated . A copy 
o f the IRS n otice  may be obtained by c a llin g  202/566-4054.
Guidance on how to  avoid the "b u ilt- in " c a p ita l gains ta x  imposed by the Tax
Reform A ct o f  1986 on ce rta in  corporations th a t e le c t  subchapter S sta tu s
a fte r  12/31/86 was re ce n tly  issued by the IRS (Revenue Ruling 86-141). The new
tax law repealed the General U t i l i t i e s  doctrine by imposing a corporate le v e l  tax 
when corporations liq u id a te  or d is tr ib u te  appreciated property. According to  the 
r u lin g , th e  " b u i l t - in "  c a p i t a l  g a in s  ta x  can o n ly  be avo id ed  e n t i r e ly  i f  a 
c o rp o ra tio n  f i l e s  fo r  su bch apter S s ta tu s  p r io r  t o  1/1/8 7. The e le c t io n  must 
become e f fe c t iv e  no la te r  than the beginning o f  the f i r s t  ta x  year a fte r  the tax 
year in  which the e le c tio n  i s  made. For the e le c tio n  to  be v a lid , i t  must be made 
when th e  c o rp o ra tio n  m eets a l l  th e  s ta t u t o r y  req u irem en ts f o r  S c o rp o ra tio n  
s ta tu s . The IRS noted th a t  c e r t a in  q u a l i f i e d  c o rp o ra tio n s  may o b ta in  p a r t i a l  
r e l i e f  from the b u ilt - in  gains ta x  even i f  th e ir  S e le c tio n s  are made on or a fte r  
1/1/87 by s a tis fy in g  severa l ad d ition al requirements contained in  section  633(d) 
o f  th e  A ct. Rev. Rul. 86-141 w i l l  be p u b lish ed  in  th e  In te r n a l Revenue B u lle t in  
1986-49, dated 12/8/86. For furth er inform ation contact the IRS Public A ffa ir s  
D ivision  a t 202/566-4024.
F in al ru les c la r ify in g  the appropriate tim e fo r  determ ining whether a  person and a
con tro lled  e n tity  are "related  persons" have been published by the IRS (see the
11/26/86 Fed. Reg., pp. 42835-36). The r u le  s t a t e s  th a t  when a person  s e l l s  
property to  or exchanges property w ith  an 80-percent owned e n tity , the proper tim e 
for determining relatedness i s  imm ediately a fte r  the sa le  or exchange. When an 
80-percent owned e n tity  s e l l s  property to  or exchanges property w ith  a person, the 
ru le  provides th a t the tim e fo r  determining relatedness i s  im m ediately before or 
a f t e r  th e  s a le  o r exchange o f  th e  d e p re c ia b le  p ro p e rty . For d e te rm in a tio n  o f  
t r a n s fe r s  betw een tw o 8 0 -percen t owned e n t i t i e s ,  th e  r u le  s t a t e s  th a t  th e  tw o 
e n t it ie s  are re la te d  i f  the same shareholder both owns 80-percent or more in  value 
o f  the stock o f  the tran sfero r before the sa le  or exchange o f  depreciable property 
and owns 80-percent or more in  value o f  the stock o f  the tran sferee  immediately 
a fte r  the sa le  or exchange o f depreciable property. The regulation s are e f fe c t iv e  
fo r  t r a n s fe r s  a f t e r  1/6/83. S e c tio n  1239 o f  th e  In te r n a l Revenue Code o f  1954 
d isa llo w s c a p ita l gains treatm ent on the sa le  or exchange o f  depreciable property 
betw een r e la t e d  ta x p a y e rs . For fu r th e r  in fo rm a tio n  c o n ta c t R obert B eatson a t  
202/566-3459.
3SPECIAL: AMERICAN TORT REFORM ASSOCIATION TO O FFER INDIVIDUAL MEM BERSHIPS
Individual memberships in  the American Tort Reform A ssociation  (ATRA) w i l l  be o ffered
in  1987 in  order to  "allow  concerned c it iz e n s  to  take an a c tiv e  ro le  in  promoting
t o r t  reform  a t  th e g ra ss  ro o ts  l e v e l , "  a cco rd in g  t o  an ATRA news r e le a s e . 
P re s e n tly , ATRA i s  com prised o f  n e a r ly  400 o rg a n iz a tio n s , in c lu d in g  th e  AICPA, 
representing some 30 m illio n  Americans. Individual members w i l l  receive  ATRA's 
n e w s le t te r  and p e r io d ic  updates on th e  l i a b i l i t y  c r i s i s  and l e g i s l a t i v e  
in i t ia t iv e s  in  th e ir  in d ivid u al sta tes. Individual members w i l l  a lso  be asked to  
n o tify  s ta te  le g is la to r s  o f  th e ir  support fo r s p e c if ic  le g is la t iv e  proposals. For 
furth er inform ation contact S y lv ia  Rowe a t 202/289-6414.
For further information contact Shirley Hodgson or Joseph Petito at 202/872-8190.
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